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SUB J : DRAFT TAX CONVENTION 
REF: A. MANILA 14371; B. STATE 233517 

1 . EMBASSY OFFICERS DISCUSSED ARTICLE 9 WITH RP PANEL 
CHAIRMAN PIO DE RODA AND PANEL MEMBERS TOLEDO AND MONTEJO. 
WE POINTED OUT OBJECTIONS TO OPTIONS WHICH THEY PREVIOUS- 
LY SUGGESTED (REF A). THEY ACCEPTED THAT SOLUTION 

WOULD HAVE TO BE SOUGHT ELSEWHERE. 

2. TURNING TO OUR PREVIOUS PROPOSAL, EMBASSY OFFICERS 
STRONGLY URGED THAT US DRAFT OF PARAGRAPH 2 BE CARE- 
FULLY CONSIDERED. RP PANEL MEMBERS CONTINUED TO BE- 
LIEVE, HOWEVER, THAT US PROPOSAL FOR PARAGRAPH 2 
DOES NOT RPT NOT CLEARLY ENOUGH SPELL OUT THAT 
DOMESTIC LAW WILL APPLY. WE SUGGESTED SUBSTITUTE AS 
PRESENTED IN REFTEL B, WHICH WAS MORE APPEALING TO 
RP SIDE. PIO DE RODA ASKED IF INSERTION OF WORDS 

"IN ACCORDANCE WITH DOMESTIC LAWS" BETWEEN WORDS "TAX" 

AND "PROFITS" WOULD BE OBJECTIONABLE. EMBASSY OFFICERS 
STATED THAT THIS MIGHT BE ACCEPTABLE. RP PANEL MEMBERS 
AGREED TO PRESENT TWO OPTIONS - OUR PREFERRED LANGUAGE 
AND THE NEWLY PROPOSED PARAGRAPH - TO SECRETARY 
VIRATA FOR DECISION. 

3. TOLEDO CALLED BACK LATER TO REPORT THAT VIRATA 
REJECTED US PREFERRED LANGUAGE, BUT APPROVED NEW 
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WOULD THUS REAS AS FOLLOWS: 

"(2) NOTHING IN THE CONVENTION SHALL AFFECT THE 
RIGHT OF A CONTRACTING STATE TO TAX, IN ACCORDANCE 
WITH DOMESTIC LAWS, PROFITS DERIVED BY A RESIDENT OF 
THE OTHER CONTRACTING STATE FROM SOURCES WITHIN THE 
FIRST MENTIONED CONTRACTING STATE FROM THE OPERATION 
OF AIRCRAFT IN INTERNATIONAL TRAFFIC." 

4. EMBASSY OFFICER INFORMED TOLEDO THAT WE WOULD 
REPORT PROPOSED LANGUAGE TO WASHINGTON. 

SULLIVAN 
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